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aoc 
KEY ECONOMIC INDICATORS 
tia i Exchange rates as of 4/4/75 
All values in million U.S. $ U.S. $1.00 = Kip 750 (Official) 
unless otherwise stated Kip 1,200 (Official w/FTT) 
= Kip 1,560 (Free market) 


| | % | Average Rate 


2 1973 | 1974 | Change 


| of Growth 
| 1973-1974 1972-1973 
POPULATION & MANPOWER (000) 


a. Total Population 3,181 3,257 | o4 2.4 
b. Urban Population N/? 466 480E | 
c. Students Passing 6th Grade Exam 12.5 12.8 


** 
23 


FOREIGN EXCHANGE 
a. Commercial (Banking) Market Supply 

b. National Bank (BNL) Reserves 

c. BNL Disbursements (non-FEOF) 


FOREIGN TRADE 

a. Imports: Commercial 

b. Imports: Non-Commercial 

c. U.S. Exports to Laosl/ 

d. Lao Exports 

e. Gold Re-exports (MT) 

f. Electricity Exports (M KWH) 


GOVERNMENT FINANCE (Kip billions) 
a. Expenditures 

b. Budgetary Revenues 

c. Financial Transfer Tax (FTT) 
d. Cash Deficit 





MONEY AND BANKING (Kip billions) 
a. Money Supply * 

b. Total Private Deposits * 

c. Private Sector Credit * 





PRICES, PRODUCTION AND CONSUMPTION 

a. Consumer Prices, Vientiane*(1968=100) 

b. Timber Cut (000 Cubic meters) 130 
c. Tin Concentrate Production (MT) 1,886 1,824 
d. Electricity Production (M KWH) 215 239 
e. Private Construction (Kip M) 358 1,242 
£. Milled Rice Production (000 MT) N/A 427E 
g. Electricity Consumption (M KWH) 45 52 
h. Hogs Slaughtered (000) 74 93 


Notes: 1/ Principal U.S. exports to Laos in 1973 were cereals, flour, etc. ($2.5 million), 
transportation equipment ($1.5 million), non-electrical machinery ($0.5 million), 
and vegetable oil and fats ($0.5 million). 


FEOF Foreign Exchange Operations Fund ] Metric tons 
KWH Kilowatts-hours Estamated 
N/A Not available Million 

* Can not be determined or over 100% End of period 





SUMMARY 


The formation of the Provisional Government of National Union on April 
5, 1974, bringing together the opposing Lao factions, has ushered Laos 
into a period of transition from a war related economy to one of 
increasing efforts directed at rehabilitating refugees, and the re- 
construction and development of the country. For both domestic and 
external economic reasons efforts of the Lao Government to stabilize 
the economy during 1974 were not very successful, The budget deficit 
rose 42 percent to 17 billion kip, the money supply increased 10 
billion kip or 37 percent, and consumer prices advanced 47 percent over 
the end December 1973 level. The world economic situation further 
exacerbated Lao economic problems during 1974 as did the decline in 
foreign exchange availabilities, 


1975 portends to be a better year for economic stabilization with an 
increasing emphasis on development, On March 31, 1975 the government 
announced an exchange rate devaluation along with other financial reforms. 
On April 28 a meeting of current and potential donor countries will be 
held in Manila, jointly sponsored by the World Bank and the Asian 
Development Bank, to discuss with Lao officials development prospects 

and coordination of aid. Further, PGNU aid-seeking missions over the 
last six months have obtained project and commodity aid commitments 
valued roughly at $53 million from a host of Asian, Western and Socialist 
countries. Some of this commodity aid started arriving in January 1975. 


Long-run development prospects for Laos are good, despite current 
uncertainties, The attitude of the Lao Government toward private 
investment is not clear at this time. However, U.S. imported products 
should be able to maintain their share of the market and gradually expand 
their sales level on the basis of quality and durability. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Laos in Transition 


After eleven years of military conflict in Laos, a ceasefire protocol was 
signed on February 4, 1973, and on April 5, 1974 a Provisional Government 

of National Union (PGNU or RLG) was formed bringing together the opposing 
Lao political factions, This has set the stage for a transition from a 
wartime economy in Laos to one of increasing involvement with the rehabilita- 
tion of refugees, reconstruction and development of the country. As part 

of this transition, greater pressure will gradually be placed on the PGNU 

to solve their stabilization problems with more of their own resources, 

while foreign aid will be increasingly used to meet the development needs 

of the country. 


Given the requirement of unanimity, the decision-making process within the 
PGNU is slower than under the previous government and the PGNU deals with 
basic policy directions about which there are some fundamental differences 
among the two Lao factions. This of course represents the political aspect 
of the transition currently going on in Laos as the two sides must mold one 
policy satisfactory to both. 


One of the major ramifications of this transitional process and the general 
direction of PGNU economic policy decisions during 1974 to date has been an 
erosion of business confidence in the economy, compounded by the unsettling 
world economic situation, However, this cmdition is not anticipated to be 
long lasting. With the March 31, 1975 devaluation and other reforms the 
stabilization program should become more effective allowing time for the 
setting of development priorities, and the commencement of a realistic change 
in direction of the Lao economy, 


Stabilization 


The stabilization fund (FEOF), set up eleven years ago, is currently supported 
by the U.S., Australia, France, Japan, Laos and the U.K. This foreign 
exchange pool plays a major role in restraining inflationary pressure and in 
financing the trade deficit of Laos. During 1974, until July 18th, foreign 
exchange was freely purchased at K845/$ (the official rate of K605/$ plus a 

40 percent Financial Transfer Tax) while access to foreign exchange at the 
official rate was controlled by licensing, and limited to specific uses, 
Foreign exchange sales began rising during the second quarter of 1974, 
accelerated further in July and led on July 18, following rumors of an 
impending devaluation, to the closing of commercial banks by the Lao Govern- 
ment while it decided on an appropriate course of action. The banks were 
reopened on August 5 after the PGNU decided against a devaluation for political 
and economic reasons and instead restricted access to FEOF foreign exchange 
through a system of controls that limited the uses and required many imports 
and financial transfers to take place in the free market. 





Under this new licensing system foreign exchange sales dropped dramatically, 
from a monthly average of $4.3 million before the controls, to a monthly 
average of $2.2 million, and the free market rate rose from about K845/$ to 
K1,265/$ by the end of 1974, The National Bank of Laos continued to fund 
RLG administration requirements and most official foreign debt (some is 
allowed through FEOF) from foreign exchange obtained through Embassy 
conversions and the repatriation of commercial export proceeds, 


Total recorded foreign exchange transactions declined about 15 percent in 
1974 to a level of $43.1 million with a $7,1 million drop in commercial 
(banking) market sales and a slight reduction in BNL disbursements, BNL 
foreign exchange reserves improved $3.6 million in 1974 due mainly to 

higher lumber and tin export receipts. However, toward the year end these 
receipts were declining rapidly related to falling world prices, the highe 
premium in the free market, an end-June ban on all log exports and a 
November ban on all sawn wood exports, The latter ban was set in recognition 
of widespread abuses in the lumber trade, and will be lifted once the PGNU 
has taken corrective measures, 


The dollar value of total Lao imports is estimated to have increased about 
13 percent in 1974 to a level of $62 million. However, if world price 
inflation is taken into account (especially in petroleum, rice and sugar), 
the real value of these imports would probably show a decline. U.S. exports 


to Laos through October 1974 were $6.1 million (excluding special category 
exports) with $7.5 million estimated for the entire year, This represents 
12 percent of total estimated Lao imports. 


RLG expenditures increased sharply in 1974, partly related to the cost of 

forming the new government, and even though revenues also increased significantly 
the cash deficit of the budget was up 42 percent. This was the single most 
important factor in the 10.0 billion kip or 37% increase in the money supply. 
This change in the money supply, coupled with the rising cost of imported 

goods were the major pressures on consumer prices which increased 47 percent 
during 1974, 


Evolving from the general economic situation, the formation of the PGNU 

and partly in response to the July economic crisis, the Lao Government sent 
several aid-seeking missions to Asian, Socialist and Western countries 
beginning in mid-September, By the end of the first quarter of 1975 these 
Missions, which are still continuing their visits, had already obtained 
significant commitments of commodity and project assistance valued roughly 
at $53 million, The l&rgest single commitment is a concessional loan of 
$25.0 million from the People's Republic of China, Commodity aid began 
arriving at the start of 1975 and the inflow is estimated to continue over 
a two-to three-year period, 


The additional resources made available by this aid should relieve some of 
the pressures on available foreign exchange, Further, the Lao Government 
on March 31, 1975 announced a devaluation of the kip from K600/$ to K750/$ 





with the financial transfer tax raised from K240/$ to K450/$, This action 
represents an important effort on the part of the PGNU to come to grips 
with the economic problems facing the country. 


As a result of an informal meeting, jointly sponsored by the World Bank 

and the Asian Development Bank, held October 17, 1974, in Paris, the Lao 
will attend a follow-up meeting on April 28, 1975, in Manila to discuss 

development prospects and coordination of aid efforts for Laos, 


Other Donor Assistance 


Over the past several years Laos has received financial, technical, 
humanitarian, and commodity assistance from the many countries that are 
friendly toward Laos, interested in maintaining its stability, and in 
contributing to its economic and social development. Most of the assistance 
that donor nations have made available to Laos other than for FEOF is 
concentrated in such activities as support of teachers for several Lao 
schools and institutions of higher learning, scholarships to Lao students 
for study abroad, technical advisors to assist the ministries, and financing 
of major capital projects such as the Nam Ngum Dam, In almost all instances 
except FEOF, other donor assistance is tied to the procurement of goods 

and services from the contributing nation, At this time the total bel 

of other donor assistance for 1974 is estimated at $40.0 to $45.0 million, 


The larger programs of other donors are those of France ($8,0-$9,0 million), 


Japan ($7,0-$9.0 million), United Nations organizations ($6,0-$7.0 million) 
and West Germany ($5,0-$6.0 million), This excludes the results of the aid- 
seeking missions discussed above. 


During CY 1974 work commenced on the second phase of the Nam Ngum Hydropower 
Project with the engagement of the consulting engineers and the commencement 
of preparation of final designs and specifications for bidding. Nine donors 
are contributing to a multilateral fund administered by the Asian Development 
Bank to finance the estimated project cost of $31.0 million with the United 
States contributing $5.0 million in the form of a concessional loan. The 

Nam Ngum II Project will expand the generating capacity from the present 
level of 30 megawatts to 110 megawatts, with construction work estimated to 
begin by the end of CY 1975 and to be completed by the first part of CY 1979, 


Agriculture 

Lao production of glutinous rice in 1974 has been estimated at 344,000 MT 

of milled rice. This is a reduction of approximately 20% from the bumper 
1973 crop. Imports of more than 100,000 tons of rice were needed in order 
to meet the population food requirements during 1974, Establishment of the 
PGNU has had little effect so far on the existing constraints to production, 
such as urban population concentrations, poor distribution and storage, and 
the subsistence mentality of the Lao farmer, The Lao Government has adopted 
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a rather modest approach to rice production problems aimed at slowly 
explanding paddy hectarage and introducing advanced production technology, 


Other crops are of minor importance in the overall economy. Studies have 
indicated possible potential for domestic production of sugar, peanut oil, 
canning of pineapple and vegetables, and growing of kapok and kenaf, Some 
interest has also been evidenced in paper and pulp mill potentials, Currently 
the Lao Government seems most interested in developing the full agricultural 
potential of the Vientiane Plain in order to reduce the large annual import 
requirements of foodstuff to feed the urban population of the Vientiane 

area, 


The Agriculture Development Organization (ADO), a Lao government agency 
engaged in marketing and development, set up a small feedmill in Vientiane 

in August, 1974, The capacity of this mill is about 1,5 MT per hour, Grain 
production and handling programs for about 1,000 MT of corn are in operation 
or in the planning stages in support of the feedmill. Studies and planning 
have also been initiated to set up a small pilot peanut oil/meal processing 
mill in conjunction with the feedmill enterprise, A growing poultry (broiler) 
industry has prompted planning efforts to establish a breeding farm and 
hatchery enterprise in Laos, with a capacity for producing about 18,000 day 
old chicks per week, 


There is little likelihood that Laos will soon achieve any major break- 
through in solving the problem of feeding itself, for, in addition to the 
subsistence orientiation of the farmers, the Lao are not yet able to 
effectively compete with Thai producers who enjoy lower production costs, 
a better communications and transportation system, and are often more 
advantageously located to the Lao urlan markets, 


Prospects for Peacetime Development 


In the current peacetime atmosphere, Laos has been able to turn its attention 
more fully to economic development, The Ministry of Plan and Economy has 
been working on a second 5-year development plan and will soon receive 
technical assistance from a U.N. sponsored team to complete feasibility 
studies of projects to be included in the first two years of the plan, 
External assistance requirements for the second development plan were 
published and used by the RLG sid-seeking missions as a basis for discussions, 


The formation of the PGNU, the foreign exchange crisis of July 1974, and 

a general worsening of the economic situation during the latter half of 

1974 eroded some of the business confidence in the economic future of Laos, 
However, in spite of current uncertainties, the long-run prospects for the 
development of the Lao economy are good and should prevail over any short- 
run disturbances, The opportunities in peacetime for thorough surveys of 
Lao mineral resources such as tin, iron, and potash could result in the 
discovery of new commercially exploitable deposits, bringing about increased 
foreign investment to develop these resources and a rapid improvement in 

the Lao export-import, 
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Complete reunification of the country in terms of free access to all areas, 
one administration and one currency appear to be several years off, 
However, this should not seriously affect current development efforts, 


IMPLICATIONS FOR THE UNITED STATES 


American business should be able to participate on a par with other 

Western countries in the peacetime development of the Lao economy, Further, 
Laos as of January 1, 1975, came under the insurance guarantee program 

of the Overseas Private Investment Corporation (OPIC). The attitude of the 
PGNU toward private foreign investment is not clear at this time, 


In the next year or two there may be increased imports from socialist 
nations, but they are not likely to claim a major share of the Lao market, 
U.S. products, averaging about 15 percent of Lao imports during the last 
few years, should be able to maintain their position and gradually expand 
their sales value approximately 10 percent on the basis of quality and 


durability. Product simplicity and adequate service facilities will also 
improve sales, 


NOTE: 


The U. S. Embassy, Vientiane, prepared this report in early 
April. Although political shifts have taken place in the 
Government since then, the general information in this report 
remains accurate. 
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